
1 1 1 I I I 

0 0.5 1 1.5 2 2.5 

TERM (years) 

I 2 Model 



s 




TERM (years) 
CI Model 



FIG. 1 



2/14 



OS 

1 



50 
45 
40 
35 
30 
25 
20 
15 
10 
5 
0 









— CI 

— l-squared 




r 




*- 























LEVERAGE RATIO 
JUMPS TO A NEW HIGH 




4142002 512412002 711312002 91212002 1012112002 1WI2003 112912003 312012003 

FIG. 2 



3/14 



lE-OO-i 



H 1E-02-\ 

p 



=3 
CD 



52 



7.E-03- 



7.E-04- 



« 1.E-05-\ 



1.E-06 J 



Higher Expected Default Barrier 
Lower Expected Default Barrier 




T 



FEB-02 MAY-02 SEP-02 DEC-02 MAR-03 JUN-03 OCT-03 JAN-04 

FIG. 3A 



1.E-01-I 
1.E-00- 
11-01- 
1.E-02- 
1.E-03- 

1.E-04- 
1.E-05 
1.E-06- 
1.E-07- 



1.E-08 




'ffB-02 MAY-02 SEP-02 DEC-02 MAR-03 JUN-03 OCT-03 JAN-04 



Highest Variance 
Third Highest Variance 



Second Highest Variance 
Lowest Variance 



FIG. 3B 



4/14 




1 1 1 1 1 1 1 1 i 1 

0 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 1 

False Positives 



FIG. 4 



t((o(4)) 



x((o(2)) 



t(cd(1)) x(co(3)) TIME 



FIG. 5 



5/14 



200 



210^ 



DEFAULT 
PROCESS 



ESTIMATES OF 

DEFAULT 
PROBABILITY 



230-s 



COMPENSATOR OF 
DEFAULT PR0BABIU7Y 



-250 



2 70~^ 



240^, 



COMPENSATOR OF 
DEFAULT PROCESS 



PRICING TREND OF 
DEFAULT PROCESS 



260^ 



ESTIMATES OF 
PRICES OF CREDIT- 
SENSITIVE SECURITIES 



300 



FIG. 6 



310^_ 



ESTIMATES OF 
CONDITIONAL 
DEFAULT PROBABILITY 



32(K 



COMPENSATOR OF 
CONDITIONAL 
DEFAULT PROBABILITY 



■350 



37(h± 



330^ 



I 



COMPENSATOR OF 
DEFAULT PROCESS 



340-^ 



PRICING TREND OF 
DEFAULT PROCESS 



360-y 



I 



DEFAULT 
PROBABILITY 



-380 



ESTIMATES OF 
PRICES OF CREDIT- 
SENSITIVE SECURITIES 



FIG. 7 



6/14 



r2102 



2100 



HISTORY OF EQUITY VALUES 
HISTORY OF EQUITY VOLATILITIES 
HISTORY OF LONG AND SHORT TERM DEBT 
HISTORY OF RISK FREE RATES 



I 



r2W4 



COMPENSATOR EQUA TION (INVERSION) | 
J_ r 2106 



HISTORY OF PREDEFAULT FIRM VALUES 
HISTORY OF PREDEFAULT FIRM VOLATILITIES 



I 



(COMBINED WITH) 



CURRENT LONG AND SHORT TERM DEBT 



c 2108 



I 



c 2110 



DEFAULT BARRIER PARAMETERS 



s-2112 



DEFAULT BARRIER PARAMETERS 
CURRENT FIRM VALUE 
CURRENT FIRM VOLATILITY 
RISK FREE RATE 



C 2114 



COMPENSATOR EQUATION 



PROBABILITY OF DEFAULT 



FIG. 8 



7/74 



2200 



r2202 



HISTORY OF EQUITY VALUES 
HISTORY OF EQUITY VOLATILITIES 
HISTORY OF LONG AND SHORT TERM DEBT 
HISTORY OF RISK FREE RATES 



I 



r 2204 

1 



COMPENSATOR EQUATION (INVERSION) 

I ~~ 



^2206 



• HISTORY OF PREDEFAUU FIRM VALUES 
■ HISTORY OF PREDEFAULT FIRM VOLATILITIES 






(COMBINED WITH) 

f 


r 2208 


| CURRENT LONG AND SHORT TERM DEBT 








r 2210 


| DEFAULT BARRIER PARAMETERS 


I 



^2212 



• DEFAULT BARRIER PARAMETERS 

• CURRENT CREDIT SENSITIVE SECURITY PRICES 

• CURRENT EQUITY VOLATILITY 
RISK FREE RATES 



r2214 



COMPENSATOR EQUATION AND LEVENBERG MARQUARDT 
MINIMIZATION ALGORITHM (CONVERSION) 



^2216 



PROBABILITY OF DEFAULT 

Dm^VEANDMP COMPONENTS OF THE CREDIT RISK PREMIUM 
DRIFT AND VOLATILITY OF PREDEFAULT FIRM VALUES PROCESS 
CURRENT FIRM VALUE . 



FIG. 9 



8/14 





90-r 




80- 




70- 




60- 






c: 


50- 








40- 




30- 




20- 




10- 




0- 



MERTON 
COMPENSATOR 
BLACK COX 




FIG. 10 




0-1 

411912001 61812001 



712812001 911612001 
FIG. 11 



111512001 1212512001 2113, 



9/14 



COMPENSATOR 
COMPENSATOR VARIANT 1 




0.2 0.4 0.6 0.8 1 



Maturity (years) 
FIG. 13 



10/14 



18000-i 



to 
.52 

#s 




mm ' iww ' Mm mm m mi 
mm mm otoj mm mm 

FIG. 14 



03 



1.8-A 
1.6- 
1.4- 
1.2- 
1- 
0.8 
0.6 
0.4 
0.2 



COMPENSATOR 

— COMPENSATOR VARIANT 1 

— COMPENSATOR VARIANT 2 

— COMPENSATOR VARIANT 3 



mm mSii iJSw mm mm mm mm mm 




FIG. 15 



11/14 



0.035 
0.03 
0.025- 
1 0.02- 
£ 0.015 
0.01] 
0.005 



COMPENSATOR 

BLACK COX 




«ooi mmm www mm mm »2 mm mm 



FIG. 16 



2.5E-10- 
2E-10 
^1.5E-10 
£ 1E-10 
.5E-10 



mm imm mm mm mm mm wi 212012m 

FIG. 17 



BLACK COX | 



12/14 




man nmm mm mm » mm mm 



FIG. 18 




mm wow mm mm mm mm mom mm 

FIG. 19 



13/14 



6E-04 
5E-04- 
4E-04- 
3E-04- 
2E-04- 
1E-04- 
OE+00 



MERTON 

— BLACK COX 



4M mm\ wmnmm 512412002 91112002 worn 212012002 

FIG. 20 



42 

.S 
o 
ca. 

CO 



30-r 



25- 



20- 



15- 



10- 



5- 



— 4/10/2002 

— 4/15/2002 



0+- 

0 



0.4 0.6 0.8 
Maturity (years) 



1.2 



FIG. 21 



14/14 



riooo 



COMPUTER SYSTEM 



1100 



COMPUTER 



* — 



1102 



1200 



COMPUTER 
MEMORY 



1106 



A C 



1300 



USER 
IDENTIFYING 
INTERFACE 



FIG. 22 



